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OATH OR AFFIRMATION

I, Joseph Niesslein ' - , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Hefren-Tillotson, Inc. _ , as

of __October 31 ,2012 , are true and correct. I further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:

capll S s B
/ Signature /

~ Financial Officer
NOTARIAL A "
Gale A. Rezner, Nof at.:'y Plgl‘llf;‘l o Title
. : Allegheny Co
City of Pittsburgh, Alleg! 28, 2013

VIy commission expires Marc

This report ** contains (check all applicable boxes):

] (a) Facing Page.

[ (b) .Statement of Financial Condition.

] (c) Statement of Income (Loss).

@ (d) Statement of EERESAXKEEXSKEINHEY. Cash Flows.

X (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

% (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

B (g) Computation of Net Capital.

O (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

Ll (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

() A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the

Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

O (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

;| (1) An Oath or Affirmation.

[ (m) A copy of the SIPC Supplemental Report.

(n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors of Hefren-Tillotson, Inc.
Pittsburgh, Pennsylvania

We have audited the accompanying statement of financial condition of Hefren-Tillotson, Inc., (the
“Company”) as of October 31, 2012, and the related statements of income, changes in stockholder’s
equity, changes in liabilities subordinated to claims of general creditors, and cash flows for the year then
ended that you are filing pursuant to rule 17a-5 under the Securities Exchange Act of 1934. These
financial statements are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes consideration
of internal control over financial reporting as a basis for designing audit procedures that are appropriate
in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Company’s internal control over financial reporting. Accordingly, we express no such opinion. An audit
also includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statements presentation. We believe
that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Hefren-Tillotson, Inc. as of October 31, 2012, and the results of its operations and
its cash flows for the year then ended in conformity with accounting principles generally accepted in the
United States of America.

Our audit was conducted for the purpose of forming an opinion on the financial statements as a
whole. The supplementary information contained in pages 15 through 17 required by rule 17a-5 under
the Securities Exchange Act of 1934 is presented for purposes of additional analysis and is not a required
part of the financial statements. Such information is the responsibility of management and was derived
from and relates directly to the underlying accounting and other records used to prepare the financial
statements. The information has been subjected to the auditing procedures applied in the audit of the
financial statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the financial
statements or to the financial statements themselves, and other additional procedures in accordance with
auditing standards generally accepted in the United States of America. In our opinion, the information is
fairly stated in all material respects in relation to the financial statements taken as a whole.

Yoty bo. ab

December 13, 2012



HEFREN-TILLOTSON, INC.
STATEMENT OF FINANCIAL CONDITION

OCTOBER 31, 2012

ASSETS
Cash and Cash Equivalents $ 1,172,823
Deposits with Clearing Organization 100,000
Receivable From Clearing Organization 3,051,416
Investment Advisory Fees Receivable 161,873
Receivables - Other 26,089
Notes and Advances Receivable - Officers and Employees 480,829
Prepaid Expenses 716,861
Securities Owned - At Market Value 17,234,068
Securities Owned - Not Readily Marketable 7,134
Property and Equipment - At Cost, Less Accumulated

Depreciation and Amortization of $2,912,872 2,686,226
Total Assets $ 25,637,319

LIABILITIES AND STOCKHOLDER'S EQUITY

Liabilities
Commissions and Other Compensation Payable $ 4,417,068
Income Taxes Payable, Including Deferred

Income Taxes Payable 441,127
Accrued Retirement Plan Liability 1,429,342
Accounts Payable, Accrued Expenses, and Other Liabilities 407,910
Deferred Investment Advisory Fees 4,572,577
Due to Affiliates 1,087,483
Total Liabilities 12,355,507
Stockholder's Equity
Common Stock - Par Value $10 Per Share; 50,000 Shares Authorized;

29,012 Shares Issued and Outstanding 290,120
Additional Paid-In Capital 2,637,178
Retained Earnings 10,354,514
Total Stockholder's Equity 13,281,812
Total Liabilities and Stockholder's Equity $ 25,637,319

The accompanying notes are an integral part of these financial statements.
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HEFREN-TILLOTSON, INC.
STATEMENT OF INCOME
YEAR ENDED OCTOBER 31, 2012

REVENUE

Investment Advisory Fees
Service Fees

Principal Transactions
Commissions

Other

Total Revenue

EXPENSES

Employee Compensation and Benefits
Exchange and Clearance Fees
Occupancy

Communications and Data Processing
Other Operating Expenses

Total Expenses

Income From Operations

OTHER INCOME (EXPENSES)
Other

Interest Expense

Total Other Income (Expenses)

Income Before Provision for Income Taxes

PROVISION FOR INCOME TAXES

Income Taxes - Current
Income Taxes - Deferred
Total Income Taxes

Net Income

§ 25,256,003
8,847,237
5,756,987
2,524,042
1,681,169

44,065,438

30,957,917
1,103,434
1,139,341

436,586
5,922,966

39,560,244

4,505,194

50
(131,474)

(131,424)

4,373,770

1,617,066
74,370

1,691,436

$ 2,682,334

The accompanying notes are an integral part of these financial statements.
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HEFREN-TILLOTSON, INC.
STATEMENT OF CHANGES IN STOCKHOLDER'S EQUITY
YEAR ENDED OCTOBER 31, 2012

Common Stock

Additional
Number of Par Value Paid-In Retained
Shares Amount Capital Earnings Total
Balance, October 31, 2011 29,012 $ 290,120 $ 2,412,632 $ 8977,720  $11,680,472
Net Income - - - 2,682,334 2,682,334
Stock-Based Compensation Recognized - - 224,546 - 224,546
Dividends - - - (1,305,540) (1,305,540)
Balance, October 31, 2012 29,012  § 290,120 § 2,637,178  $10,354,514  §$ 13,281,812

The accompanying notes are an integral part of these financial statements.
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HEFREN-TILLOTSON, INC.
STATEMENT OF CHANGES IN LIABILITIES SUBORDINATED TO
CLAIMS OF GENERAL CREDITORS
YEAR ENDED OCTOBER 31, 2012

Subordinated Borrowings at October 31, 2011 $
Increases

Decreases

Subordinated Borrowings at October 31, 2012 $

The accompanying notes are an integral part of these financial statements.
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HEFREN-TILLOTSON, INC.
STATEMENT OF CASH FLOWS
YEAR ENDED OCTOBER 31, 2012

OPERATING ACTIVITIES

Net Income $ 2,682,334
Noncash Items Included in Net Income

Stock-Based Compensation Recognized 224,546
Depreciation and Amortization Expense 377,897
Deferred Income Taxes 74,370
Net Change In Operating Assets and Liabilities (Note 16) (167,769)
Net Cash and Cash Equivalents From Operating Activities 3,191,378
INVESTING ACTIVITIES

Payments Received on Notes Receivable - Officers and Employees 269,278
Property and Equipment Acquired (2,227,067)
Net Cash and Cash Equivalents From Investing Activities (1,957,789)
FINANCING ACTIVITIES

Dividends Paid (1,305,540)
Net Decrease in Cash and Cash Equivalents (71,951)
Cash and Cash Equivalents - Beginning 1,244,774
Cash and Cash Equivalents - Ending $ 1,172,823
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION

Cash Paid for Interest $ 131,474
Cash Paid for Income Taxes $ 1,436,011

The accompanying notes are an integral part of these financial statements.
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HEFREN-TILLOTSON, INC.
NOTES TO FINANCIAL STATEMENTS

1 - ORGANIZATION AND NATURE OF BUSINESS

Hefren-Tillotson, Inc. is a registered investment advisor, registered securities broker-dealer, and a
member of the Financial Industry Regulatory Authority (“FINRA”) and Securities Investment Protection
Corporation (“SIPC”). The Company conducts the majority of its business from its principal office in
Pittsburgh, along with five additional offices throughout Western Pennsylvania. The Company is a
wholly owned subsidiary of Masterplan, Inc. (the “Parent”).

The Company provides professional financial counseling and planning services to individuals, businesses,
foundations, and retirement plans. It offers discretionary and non-discretionary investment advisory
management services, traditional security broker-dealer products, and insurance products.

2 - SIGNIFICANT ACCOUNTING POLICIES

Method of Accounting

The financial statements have been prepared using the accrual basis of accounting in accordance with
accounting principles generally accepted in the United States of America (“GAAP”) as promulgated by
the Financial Accounting Standards Board (“FASB”) Accounting Standards Codification (“ASC”).

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make
estimates and assumptions that may affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and the reported amounts of revenue
and expenses during the reporting period. Actual results could differ from those estimates.

Revenue and Expense Recognition

Investment advisory fees and service fees are received quarterly and are recognized as earned on a pro
rata basis over the term of the billing period.

Principal and agency security transactions and related commission revenue are recorded on a trade date
basis, as if they had settled. Profit and loss arising from all securities transactions entered into for the
account and risk of the Company are recorded on a trade date basis.

Commissions and related clearing expenses on customers’ securities transactions are also recorded on a
trade date basis as the securities transactions occur.

Cash and Cash Equivalents and Concentrations of Credit Risk

For purposes of reporting cash flows, the Company considers checking accounts to be cash equivalents.
Financial instruments which potentially expose the Company to concentrations of credit risk consist of
cash, demand deposits and highly-liquid investments with financial institutions, and accounts receivable.

The Company places its cash with a financial institution which management considers financially
secure. However, at times such deposits may be in excess of the Federal Deposit Insurance Corporation
limit.



HEFREN-TILLOTSON, INC.
NOTES TO FINANCIAL STATEMENTS
(CONTINUED)

2 - SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Cash and Cash Equivalents and Concentrations of Credit Risk (Continued)

The Company is engaged in various trading and brokerage activities in which counterparties primarily
include broker-dealers, banks, institutional and individual investors, and other financial institutions. In
the event counterparties do not fulfill their obligations, the Company may be exposed to risk. The risk of
default depends on the creditworthiness of the counterparty or issuer of the instrument.

Securities Positions

Securities are recorded at fair value in accordance with the FASB ASC topic on Fair Value Measurements
and Disclosures.

Property and Equipment

Property and equipment are recorded at cost and are depreciated and amortized on a straight-line basis
over the estimated useful lives of the assets. Maintenance and repairs, which do not extend the lives of
the applicable assets, are charged to operations as incurred. Gain or loss resulting from the retirement or
other disposition of assets is included in income.

Income Taxes

The Company is included in the consolidated federal income tax return filed by the Parent. Federal
income taxes are calculated as if the Company filed on a separate return basis, and the amount of current
tax or benefit calculated is either remitted to or received from the Parent. The amount of current and
deferred taxes payable or refundable is recognized as of the date of the financial statements, utilizing
currently enacted tax laws and rates. Deferred tax expenses or benefits are recognized in the financial
statements for the changes in deferred tax liabilities or assets between the years.

The Company follows the guidance of the FASB ASC topic on Income Taxes. No amounts have been
recognized within the financial statements for taxes, interest, or penalties relating to uncertain tax
positions. In addition, the Company does not anticipate any changes to their tax positions within the next
12 months. In general, the Company’s tax positions for open tax years remain subject to examination by
the tax authorities in the jurisdictions in which the Company operates.

Advertising

The Company expenses advertising costs as incurred. Advertising and sponsorship costs were
approximately $1,124,600 for the year ended October 31, 2012.

Stock-Based Compensation

The company follows the provisions of FASB ASC topic on Stock Compensation for stock-based
compensation payments awarded to company employees by the Parent. This statement requires
compensation expense to be measured based on the estimated fair value of the Parent’s stock-based
awards and recognized in income on a straight-line basis over the requisite service period, which is
generally the vesting period or the period of forfeiture lapse.



HEFREN-TILLOTSON, INC.
NOTES TO FINANCIAL STATEMENTS
(CONTINUED)

2 - SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Subsequent Events Evaluation

The accompanying financial statements include an evaluation of events or transactions that have occurred
after October 31, 2012 and through December 13, 2012, the date the financial statements were issued.

3 - RECEIVABLE FROM CLEARING ORGANIZATION

The Company clears transactions on a fully disclosed basis. The net aggregated amount receivable or
payable to the clearing organization as it relates to the aforementioned transactions earn or are charged
interest at variable rates. Amounts payable, if any, are collateralized by securities owned and receivables
due to the Company, subject to margin requirements.

At October 31, 2012, the Company had a receivable from the clearing organization amounting to
approximately $3.1 million, of which $1.4 million represents sweep money market funds.

4 - NOTES AND ADVANCES RECEIVABLE - OFFICERS AND EMPLOYEES

From time to time, the Company makes advances and loans to certain officers and employees. Advances
are generally made under short-term, non-interest bearing arrangements. Loans are made under
promissory notes that call for fixed repayment terms of principal and interest and are collateralized with
the Parent company stock. At October 31, 2012, the Company had advances outstanding of $86,926. At
October 31, 2012, the Company also had notes receivable outstanding of $385,773 with accrued interest
of $8,130. The notes have interest rates ranging from 2.74% to 4.50% per annum and mature in various
years through May 2013,

5 - PROPERTY AND EQUIPMENT

Property and equipment consisted of approximately the following at October 31, 2012:

Land $ 313,450
Building, Building Improvements, and Leasehold Improvements 1,747,701
Furniture, Fixtures, and Equipment 3.537.947
5,599,098
Accumulated Depreciation (2,912.872)
686,22

Depreciation expense recognized on property and equipment was $377,897 in 2012.



HEFREN-TILLOTSON, INC.
— NOTES TO FINANCIAL STATEMENTS
(CONTINUED)

- 6 - SECURITIES OWNED OR SOLD BUT NOT YET PURCHASED

Marketable securities owned or sold but not yet purchased are stated at market value. The market values
at October 31, 2012 are as follows:

L Sold But
Not Yet

_ Owned Purchased

- Money Market Funds $ 105026 $ -
Mutual Funds

—— Short-Term Fixed Income 11,251,699 -

Fixed Income 2,607,572 -

— Equity and Other 1,021,546 -
Municipal Bonds 2,248,225

— Equity Securities 7,134 -

— $ 17241202 § = -

7 - FAIR VALUE MEASUREMENTS

FASB ASC topic on Fair Value Measurements and Disclosures defines fair value, establishes a
framework for measuring fair value, and establishes a fair value hierarchy which prioritizes the inputs to
valuation techniques. Fair value is the price that would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market participants at the measurement date. A fair value
measurement assumes that the transaction to sell the asset or transfer the liability occurs in the principal
market for the asset or liability or, in the absence of a principal market, the most advantageous
market. Valuation techniques that are consistent with the market, income, or cost approach, as specified
by the FASB ASC topic, are used to measure fair value.

The fair value hierarchy prioritizes the inputs to valuation techniques used to measure fair value into three
— broad levels:

— Level 1:  Valuations based on unadjusted quoted prices available in active markets for identical assets
or liabilities. Since valuations are based on quoted prices that are readily and regularly
- available in an active market, valuation of these securities does not entail a significant degree

of judgment.

Level 2:  Valuations based on quoted prices in markets that are not active or for which all significant
inputs are observable, either directly or indirectly.

Level 3:  Valuations based on inputs that are unobservable and significant to the overall fair value
measurement.

Following is a description of the valuation methodologies used for assets measured at fair value.

10



HEFREN-TILLOTSON, INC.
NOTES TO FINANCIAL STATEMENTS
(CONTINUED)
7 - FAIR VALUE MEASUREMENTS (CONTINUED)

Certificates of Deposit, Money Market Funds, Mutual Funds, Corporate Bonds, and Municipal Bonds:
Valued at closing price reported on the active market on which the individual securities are traded.

Equities: Valued at quoted market prices or at cost based on limited marketability.
There have been no changes in the methodologies used at October 31, 2012.

The following table summarizes the valuation of the assets by the fair value hierarchy as described above
as of October 31:

Level 1 Level 2 Level 3 Total
Money Market Funds $ 1,542,626 $ -3 - $ 1,542,626
Mutual Funds
Short-Term Fixed Income 11,251,699 - - 11,251,699
Fixed Income 2,607,572 - - 2,607,572
Equity and Other 1,021,546 - - 1,021,546
Municipal Bonds 2,248,225 - - 2,248,225
Equity Securities - 7,134 - 7,134
$ 18,671,668 § 7,134 % - § 18,678,802

8 - LEASE OBLIGATIONS

Through July 2012, the Company leased its principal office space from a partnership, whose partners
include several officers and/or stockholders of the Company (see Note 12). The Company paid all of the
utilities, taxes, repairs, and assessments incurred on the property as part of its lease obligation. During the
fiscal year ended October 31, 2012, rent expense related to the principal office space was approximately
$131,120, excluding operating costs.

The Company also leases other office facilities, automobiles, and office equipment from third parties
under non-cancellable operating leases expiring at various dates through May 2018. During the fiscal
year ended October 31, 2012, these rental expenses totaled approximately $650,000.

As of October 31, 2012, approximate future minimum lease payments under these lease agreements are
as follows:

Year Ending

Octoberr 31,

2013 $ 679,200
2014 © 614,800
2015 610,800
2016 606,400
2017 239,600
Thereaiter 179,700

$ 2,930,500
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HEFREN-TILLOTSON, INC.
NOTES TO FINANCIAL STATEMENTS
(CONTINUED)

9 - NET CAPITAL REQUIREMENTS

Hefren-Tillotson is subject to the SEC Uniform Net Capital Rule (SEC Rule 15¢3-1), which requires the
maintenance of minimum net capital and requires that the ratio of aggregate indebtedness to net capital,
both as defined, shall not exceed 15 to 1. At October 31, 2012, Hefren-Tillotson had net capital of
$7,985,511, which was $7,187,014 in excess of its required net capital of $798,497. The Company’s net
capital ratio was 1.5 to 1.

10 - INCOME TAXES

Federal income taxes are calculated as if the Company filed a separate federal income tax return. The
Company files its own state tax return.

The current and deferred portions of income tax expense included in the statement of income, as
determined in accordance with FASB ASC topic on Income Taxes are as follows:

Current Deferred Total
Federal $ 1,268,345 $ 70,337 $ 1,338,682
State 348,721 4,033 352,754
$ 1617066 $ 74370 3§ 1,691,436

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts
of assets and liabilities for financial reporting purposes and the amounts used for income tax purposes,
which primarily consists of depreciation and compensation recognized for stock awards. Permanent
differences include non-deductible entertainment expenses, dues, and tax-free municipal bond interest. In
addition, state tax differences include the gains on sales of municipal securities issued before February 1,

1994.

11 - RETIREMENT PLAN

The Company has a defined contribution plan (the “Plan) with both profit sharing and 401(k) features.
Contributions under the Plan are limited and made in accordance with the Internal Revenue Code. All
employer profit sharing contributions are at the discretion of management.

The Company did and plans to make a profit sharing contribution relating to the retirement plan for the

Plan’s calendar years ended December 31, 2011 and 2012, respectively. The contribution to the profit
sharing plan by the company was approximately $1,662,500 for the fiscal year ended October 31, 2012.

12 - RELATED PARTY TRANSACTIONS

The Company leased its principal office space from a partnership, whose partners include several officers
and/or stockholders of the Company (see Note 8). In July 2012, the Parent purchased the office building
for an approximate cost of $1.57 million based on an independent valuation report.
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HEFREN-TILLOTSON, INC.
NOTES TO FINANCIAL STATEMENTS
(CONTINUED)

12 - RELATED PARTY TRANSACTIONS (CONTINUED)

During the year, the Parent advanced $1,495,453 (including intercompany interest of $128,940) and
received repayments of $1,454,093 from the Company. During the year, the Company’s balance due
increased by $41,360 to $1,087,483, which is the balance outstanding as of October 31, 2012.

The Company has an obligation to a former employee/stockholder for services rendered. As of
October 31, 2012, the balance amounted to approximately $133,300. The Company is making equal
monthly installments of approximately $8,300 until fully repaid. The obligation contains no provisions
for interest.

13 - FINANCIAL INSTRUMENTS WITH OFF-BALANCE-SHEET RISK

In the normal course of business, the Company’s customer and trading activities involve the execution,
settlement, and financing of various securities transactions on either a cash or margin basis. These
activities may expose the Company to off-balance-sheet risk in the event the counterparty to the
transaction is unable to fulfill its contracted obligations.

14 - STOCK-BASED COMPENSATION

From time-to-time, the Parent company grants nonqualified stock options and enters into other stock-
based compensation arrangements in which restricted and non-restricted stock is offered and issued to
certain employees for the purchase or grant of its common stock. The stock options exercise and stock
awards price, number of shares, vesting, and grant date are determined at the discretion of the Company’s
Board of Directors. Stock awards and options typically vest in five years or less from the issue date.

The Company follows the provisions of FASB ASC topic on Stock Compensation. As permitted, the
Company accounts for these types of arrangements using the fair value method. The fair value of options
and restricted stock awards was estimated on the date of grant.

Restricted Stock - Participants had been granted restricted stock awards in various years with an exercise
price ranging from $3.00 to $3.49 per share, which was equal to the estimated fair value of stock on the
grant date based on an independent valuation. Total compensation cost associated with the stock awards
was $1,270,600 and is being recognized over a series of five-year service periods that begin on the grant
date. Compensation cost in 2012 included under the caption “employee compensation and benefits” in
the accompanying statement of income, recognized on stock awards granted was $224,546 generating a
related tax benefit of approximately $85,300. Unrecognized compensation cost on stock awards as of
October 31, 2012 was approximately $361,700.

Stock Options - No stock options were awarded during the year ended October 31, 2012.
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HEFREN-TILLOTSON, INC.
NOTES TO FINANCIAL STATEMENTS

(CONTINUED)

15 - CONTINGENCIES

In the normal course of business, the Company is subject to proceedings, lawsuits, and other claims.
Such matters are subject to many uncertainties, and outcomes are not predictable with assurance.
Consequently, management is unable to ascertain the ultimate aggregate amount of monetary liability or
financial impact with respect to these matters as of October 31, 2012. However, management believes
that after final disposition, any resulting financial impact would not be material to the annual financial

statements.

16 - STATEMENT OF CASH FLOWS

Components of the net change in operating assets and liabilities, as presented in the accompanying

statement of cash flows, are as follows:

(Increase) Decrease in Operating Assets
Receivable From Clearing Organization
Investment Advisory Fees Receivable
Receivables - Other

Prepaid Expenses

Securities Owned

Increase (Decrease) in Operating Liabilities
Commissions and Other Compensation Payable

Accrued Retirement Plan Liability

Accounts Payable, Accrued Expenses, and Other Liabilities
Deferred Investment Advisory Fees

Due to Affiliates

Net Change in Operating Assets and Liabilities

14

$  (410,560)
(61,080)
39,925
152,328
(1,123,764)

416,979
116,979
(134,390)
794,453

41,361

$ (167,769)
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HEFREN-TILLOTSON, INC.
COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1 OF THE
SECURITIES AND EXCHANGE COMMISSION
OCTOBER 31, 2012

The Ownership Equity Qualified for Net Capital
Liabilities Subordinated to Claims of General Creditors Allowable in

Computation of Net Capital
Total Capital and Allowable Subordinated Liabilities

Deductions and/or Charges:
Total Non-Allowable Assets From Statement of Financial Condition
Other Deduction-Deficit
Net Capital Before Haircuts on Security Positions
Haircuts on Securities:
Exempted Securities
Debt Securities
Other Securities
Net Capital
Net Capital Requirements

Excess Net Capital

See report of independent auditors.

15

$ 13,281,812

13,281,812

(4,019,291)

(889)
9.261.,632

(1,013,941)
(108,948)
(153.232)

_ (1.276,121)

7,985,511
798,497
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HEFREN-TILLOTSON, INC.

COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1 OF THE
SECURITIES AND EXCHANGE COMMISSION
OCTOBER 31, 2012
(CONTINUED)

RECONCILIATION WITH COMPANY’S COMPUTATION
(Included in Part IT of Form X-17A-5 as of October 31, 2012)

Net Capital, as Reported in Company’s Part II (Unaudited)

Focus Report, as Originally Filed $ 7,985,511
Difference -
Net Capital, as Reported in the Audited Financial Statements $ 7,985,511

See report of independent auditors.
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HEFREN-TILLOTSON, INC.
STATEMENT OF EXEMPTION FROM RESERVE REQUIREMENT COMPUTATION UNDER
RULE 15¢3-3 OF THE SECURITIES AND EXCHANGE COMMISSION
OCTOBER 31, 2012

Hefren-Tillotson, Inc. claims exemption based on Regulation 240.15¢3-3 under (k)(2)(ii). As an
introducing broker-dealer who clears all transactions with and for customers on a fully disclosed basis
with a clearing broker (Pershing: SEC #8-17574) or other distributors. Hefren-Tillotson, Inc. promptly
transmits all customer funds and securities to the clearing broker or other distributors, who carry all of the
accounts of such customers and maintain and preserve such books and records pertaining thereto pursuant
to the requirements of Rule 17a-3 and 17a-4, as are customarily made and kept by a clearing broker or
other distributors.

See report of independent auditors.
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e Lally & Co., LLC
ﬁ ﬁ 5700 Corporate Drive, Suite 800

Pittsburgh, Pennsylvania 15237-5851

412.367.8190 office

Lally &CO. 412.366.3111 fax

CPAs and Business Advisors www.lallycpas.com

REPORT ON INTERNAL CONTROL REQUIRED BY SEC RULE 17a-5(g)(1) FOR A
BROKER-DEALER CLAIMING AN EXEMPTION FROM RULE 15¢3-3

To the Board of Directors of Hefren-Tillotson, Inc.
Pittsburgh, Pennsylvania

In planning and performing our audit of the financial statements and supplementary schedules of Hefren-
Tillotson, Inc. (the “Company”), as of and for the year ended October 31, 2012, in accordance with
auditing standards generally accepted in the United States of America, we considered the Company’s
internal control over financial reporting (internal control) as a basis for designing our audit procedures for
the purpose of expressing our opinion on the financial statements, but not for the purpose of expressing
an opinion on the effectiveness of the Company’s internal control. Accordingly, we do not express an
opinion on the effectiveness of the Company’s internal control.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission (“SEC”), we have
made a study of the practices and procedures followed by the Company including consideration of
control activities for safeguarding securities. This study included tests of such practices and procedures
that we considered relevant to the objectives stated in rule 17a-5(g) in making the periodic computations
of aggregate indebtedness (or aggregate debits) and net capital under rule 17a-3(a)(11) and for
determining compliance with the exemptive provisions of rule 15¢3-3. Because the Company does not
carry securities accounts for customers or perform custodial functions relating to customer securities, we
did not review the practices and procedures followed by the Company in any of the following:

1. Making quarterly securities examinations, counts, verifications, and comparisons and recordation of
differences required by rule 17a-13.

2. Complying with the requirements for prompt payment for securities under Section 8 of Federal
Reserve Regulation T of the Board of Governors of the Federal Reserve System.

The management of the Company is responsible for establishing and maintaining internal control and the
practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates
and judgments by management are required to assess the expected benefits and related costs of controls
and of the practices and procedures referred to in the preceding paragraph and to assess whether those
practices and procedures can be expected to achieve the SEC’s above-mentioned objectives. Two of the
objectives of internal control and the practices and procedures are to provide management with
reasonable, but not absolute, assurance that assets for which the Company has responsibility are
safeguarded against loss from unauthorized use or disposition and that transactions are executed in
accordance with management’s authorization and recorded properly to permit the preparation of financial
statements in conformity with generally accepted accounting principles in the United States of
America. Rule 17a-5(g) lists additional objectives of the practices and procedures listed in the preceding

paragraph.



Because of inherent limitations in internal control and the practices and procedures referred to above,
error or fraud may occur and not be detected. Also, projection of any evaluation of them to future periods
is subject to the risk that they may become inadequate because of changes in conditions or that
effectiveness of their design and operation may deteriorate.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent or
detect misstatements on a timely basis. A significant deficiency is a deficiency, or a combination of
deficiencies, in internal control that is less severe than a material weakness, yet important enough to merit
attention by those charged with governance.

A material weakness is a deficiency, or combination of deficiencies, in internal control, such that there is
a reasonable possibility that a material misstatement of the Company’s financial statements will not be
prevented or detected and corrected on a timely basis.

Our consideration of internal control was for the limited purpose described in the first and second
paragraphs and would not necessarily identify all deficiencies in internal control that might be material
weaknesses. We did not identify any deficiencies in internal control and control activities for
safeguarding securities that we consider to be material weaknesses, as defined previously.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with
Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do not
accomplish such objectives in a material respect indicate a material inadequacy for such purposes. Based
on this understanding and on our study, we believe that the Company’s practices and procedures, as
described in the second paragraph of this report, were adequate at October 31, 2012, to meet the SEC’s

objectives.

This report is intended solely for the information and use of the Board of Directors, stockholders,
counterparties, management, the SEC, and other regulatory agencies that rely on rule 17a-5(g) under the
Securities Exchange Act of 1934 in their regulation of registered brokers-dealers, and is not intended to
be and should not be used by anyone other than these specified parties.

/M»fy éc. &4e

December 13, 2012
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S Lally & Co., LLC

w5 ,‘ﬁ 5700 Corporate Drive, Suite 800

«?
ﬁ Pittsburgh, Pennsylvania 15237-5851
412.367.8190 office

Lally &CO. 412.366.3111 fax

CPAs and Business Advisors www.lallycpas.com

INDEPENDENT ACCOUNTANTS’ REPORT ON APPLYING AGREED-UPON PROCEDURES
RELATED TO AN ENTITY’S SIPC ASSESSMENT RECONCILIATION

To the Board of Directors of Hefren-Tillotson, Inc.
Pittsburgh, Pennsylvania

In accordance with Rule 17a-5(¢)(4) under the Securities Exchange Act of 1934, we have performed the
procedures enumerated below with respect to the accompanying Schedule of Assessment and Payments
[Assessment Reconciliation (Form SIPC-7)] to the Securities Investor Protection Corporation (SIPC) for
the year ended October 31, 2012, which were agreed to by Hefren-Tillotson, Inc. (the “Company”) and
the Securities and Exchange Commission, Financial Industry Regulatory Authority, Inc. (FINRA), SIPC,
solely to assist you and the other specified parties in evaluating the Company’s compliance with the
applicable instructions of the Assessment Reconciliation (Form SIPC-7). The Company’s management is
responsible for the Company’s compliance with those requirements. This agreed-upon procedures
engagement was conducted in accordance with attestation standards established by the American Institute
of Certified Public Accountants. The sufficiency of these procedures is solely the responsibility of those
parties specified in this report. Consequently, we make no representation regarding the sufficiency of the
procedures described below either for the purpose for which this report has been requested or for any
other purpose. The procedures we performed and our findings are as follows:

1. Compared the listed assessment payments in Form SIPC-7 with respective cash disbursement vendor
records entries noting no differences;

2. Compared the amounts reported on the audited Form X-17a-5 for the year ended October 31, 2012,
as applicable, with the amounts reported in Form SIPC-7 for the year ended October 31, 2012 noting
no differences;

3. Compared any adjustments reported in Form SIPC-7 with supporting schedules and working papers
(SIPC assessment analysis, 2012 interim financial statements, and Company general ledger account
analyses) noting no differences;

4. Proved the arithmetical accuracy of the calculations reflected in Form SIPC-7 and in the related
schedules and working papers (SIPC assessment analysis, 2012 interim financial statements, and
Company general ledger account analyses) supporting the adjustments noting no differences.

We were not engaged to, and did not conduct an examination, the objective of which would be the
expression of an opinion on compliance. Accordingly, we do not express such an opinion. Had we
performed additional procedures, other matters might have come to our attention that would have been
reported to you.



This report is intended solely for the information and use of the specified parties listed above and is not
intended to be and should not be used by anyone other than these specified parties.

Méé./i@

December 13, 2012
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‘and complets.

SECU?\T!-ES INVESTOR PROTECTION GORPORATION
P.0. Box. 92185 \zl\ge‘xgsgi%gtgéldoD.C. 20090-2185

v ~ General Assessment Reconciliation
“For the fiscal year ended Qctober 31, 2012

(Read carefully the instructions in your Working Copy before completing this Form) '

TO BE FILED BY ALL SIPC MEMBERS WITH FISCAL YEAR ENDINGS

1. Name of Member, address, Designated Examining Authority, 1934 Act registration no. and month in which fiscal year ends for
purposes of the audit requirement of SEC Rule 17a-5:

SIPC-7

(33-REV- 7/10)

SIPG-7

(33-REV 7/10)

r'  8-010646 FINRA oCT 12/30/1970 ] Note: If any of the information shown on the
" HEFREN TILLOTSON INC T — mailing label requires correction, please e-mail -
308 SEVENTH AVENUE - : : any corrections to form@sipe.org and so

PITTSBURGH, PA 15222-3909 indicate on the form filed.

! Name and telephone number of person to
contact respecting this form.

L.

Y

2. A. General Assessment (item 2e from page 2) $ 71 ,859.
( 34,157 )

_B..Less péyment.made{ with S.IPC-e filed (exclude interest)

May 10, 2012
Date Paid ‘ )
C. Less prlor overpayment applied  ~ c R . )

D. Assessment balahce QUe or.(overp_ayment)

E. Interesf computed on Iate--payhem (see_.-.in.s,'t.ruction E) for “days at 20% per annum
"F. Total astses'smexit balance aﬁd.lhthres't due (or overpayment carried forward) -+ - $.37,702
G. PAID WITH THIS FORM: ' | '
Check enclosed; payable to SIPC
Total (must be same as F above) - $__ 37,702 .
H. Overpayment carried forward-: . o o $1{ . o)

. 3. Subsldlarles (S) and p(elde'ce‘ssors (P) included In this f'orm,.(éjve name and 1934 Act registration numbér)':' ~

:

The SIPC member submtktlhg]this form and the

- person by whom it is executed represent thereby : ‘Hefren-Tillotson, Inc. ' C el

that all information contained hereln Is true, correct

. X {Name of Corpoation, hip or other orgaplzation) .

. ) . ) . i v {Authorlzgd Signature)
_ Dated the_27_day of November ., 20 12, (/ Ch¥ef Financial Officer

< . — . . -, (Tille} : 4
This form and the assessment payment Is due 60 days after the end of the flscal year. Retain the Working Copy of thls form
for a perlod of not less than 6 years, the latest 2 years (n an easlly accesslble place. ) ) .

.. 65 Dates: : '
= Postmarked Received . Reviewed
E Calculatﬁo’ns _ - A Documentation ’ Forward Copy
e . ’ : '
¢ Exceptions:

= s
<o Disposition of exceptions: -



DETERMINATION OF “SIPC NET OPERATING REVENUES”
AND GENERAL ASSESSMENT -

Amolnts for the fiscal périod

beginning 11 -1 , 2011
and endingl 0~ ,20L2

Ellminate cefls

Item No, . L
2a. Total revenus (FOCUS Line 12/Part I1A Line 9, Code 4030) - $44,065,438
~ 2b. Additlons: . . '

20. General Assessment @ .0025 .

(1) Total revenues from the securities business of subsidiaries (except foreign subsidiaries) and

predecessors not included above.

40,598

(2) Net loss from principal transactions in securities In trading accounts.

(3) Nt loss from principal transactlons in commoditles In trading accounts.

(4) Interest and. dividend exﬁense deducted in determining Item 2a,

(5) Net loss from management of or participation In the underwriting or distribution of securitles.

(6) Expensss other than advertising, printing, registration fees and legal fees deducted In determining net - -

proflt from management of or participation In underwriting or distribution of securitles.

(7) Net loss from securitles _in Investment accounts.

T 40,598

. Total additions

2¢. Deductlons: ‘ ' .

(1) Revenues from the distribution of shares of a registered open end Investment company or unit
investment trust, from the sale of variable annuities, from the business of Insurance, from Investment

advisory services rendered to registered Invesiment companles or Insurance company separate . 14,172,590
accounts, and from transactions In securlty futures products. ' ’ ’

(2} Revenues f'rom"commodity transactions,

(3.) Cdmnilssions; ﬂoor. brokerage and clearance paid to other SIPC members in connectlon with ‘ '. - -
-securitles transactions. S S 923,738

(4) Relmbursements fpr posteige in.connection with proxy sollcitation.

(5) Net gain from securitles In Investment accounts. = . C - 193,412

. (6) 100% 6( commisslons.and markups earned from transactions In (i) certificates of deposit and -

(If) Treasury bills, bankers acceptances or commerclal paper that mature nine months or less

from Issuance date. - ° ‘ _
(7) Direct expenses of printing advertlsing and legal fees Incurred in connectlon with othér revenue - .
" related o the sécurities business (revenue defined by Section 16(9)(L) of the Act). ‘

(8) Other revenue not related aithef directly or Indirecly to the secu‘rlt‘ies business.
{See Insiruction C): . Co

(Deductions in 8xcess of $100,000 require documentation) )
(9) (i) Total interest and dividend expense (FOCUS Line 22/PART HA Line 13,
Code 4075 plus line 2b(4) above) but not in excess i :
of total Interest and dividend incoms, : $__ 2,534
(i) 40% of margin Interest earned on 'i:ustomers securitles o

accounts (40% of FOCUS line 5, Code.3960). . . $___ 7,464 -

Enter the greaier of line (1) or (i) ' 7 ’464

Total doductions . ‘ ' ' ’ 15,362,521 -
2d. SIPC Nel Operating Revenues ' ' $28_.743,515.

$:%..91,859

“~(to page 1, line 2.A.)




